May 8, 2006

Hon. Christine Gregoire Hon. Lisa Brown Hon. Frank Chopp

Office of the Governor 35 W. Main, Suite 375 444 Ravenna B i

PO Box 40002 Spokane, WA 99201 Seattle, WA 98%,8%&&9%;;59
Dear Gov, Gregoire, Speaker Chopp, and Majority Leader Brown; OFFICE OF THE GOVERNOR

Good health, a secure income, and an affordable home are three ingredients for thriving famifies. During
the last session, you helped to improve access to health care by crafting a remarkable compromise on
medicat malpractice reform. You heiped protect family-wage incomes by engineering a crucial repair to the
state's unemployment insurance system.

Now it's time to lead the state in crafting a balanced solution to Washington’s home affordability
crisis. On hehaif of Washington's 24,000 Realtors, I'm asking you to make improving access {o home
ownership a priority for the 2007 legisiative session. Between now and then, with your leadership, we can
build a legislative agenda that

=~ allows families back into cities,
= helps young teachers, nurses, and other middle-wage voters afford a home near their workplace,

= reduces pressure on transportation and water systems, and
»  ensures our cities and counties are prepared for the population growth we know is coming.

Housing affordability “crisis” is not an overstatement. According to the Washington Center for Real
Estate Research at Washington State University, during the past year many Washington counties
experienced dramatic increases in home prices that are simply not sustainable for any family budget.
These increases occurred in every part of the state: Clark County, 26.8 percent; King County, 17.8
percent; Pierce County, 21.4 percent; Spokane County, 21.5 percent; and Thurston County, 29.2 percent.
Across the state, home prices increased by an average of 19 percent last year.

The Center's Housing Affordability index, which analyzes the degree to which home ownership is within
reach of a family, gauges the misery produced when the pressure for more homes pushes prices sky
high. A score over 100 means voters have more income than they need to afford a home; 100 is the break-
even point where income just meets the cost for an "average-priced” home.

In 20086, the Housing Affordability Index rating for our state fell fo its lowest point in 12 years.
The affordability rating released in February 2006 marked the third consecutive quarter of record-low
rankings — the first series of record lows since the Center for Real Estate Research was created in 1989.

Each of you possesses a strong understanding of how economic forces affect markets. Because
the demand for homes has far exceeded the supply, massive price swings should come as no surprise.
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The primary reason the supply hasn't kept up with demand is that there simply are few places left to build
new homes and little flexibility to increase housing options within existing residential areas. Cities and
counties drew Growth Management urban boundaries 15 years ago with state law originally directing
municipalities to review and update plans every five years. In effect, local government controls land use,
and that requlates housing supply. But in spite of significant population increases, very few municipalities
have effectively revised their original plans fo provide sufficient homes needed io accommodate growth in
their communities. Your constituents now are suffering the consequences of the inaction of cities and
counties — on average paying more than 50 percent of their incomes on housing and transportation needs.
Families searching for homes within their budgets have voted with their feet, driving further and further to
stretch their precious dollars as far as possible. By failing to plan to provide homes peopie need, many
Washington communities face exactly what the Legistature was trying to prevent — spraw.

The lid on the pressure cooker is starting to burst. Choking off development both inside and outside
urban areas is simply untenable. Constituents, driving further and further fo find affordable residences are,
in turn, choking our roads and freeways. Now, voters desperate to protect the investment they've made in
their homes and land are turning to property rights Initiative 933 — an alternative that none of us likely finds
preferable to the legislative process.

Over the next 12 months the Washington Realtors want to work with you to demonstrate to Washington
voters that their elected leaders care about Washingtonians’ access fo one of America’s most prized values,
home ownership. We would like to propose the following steps to achieve this goal:

1. Develop a housing opportunities legislative agenda that includes strategies that will place home
ownership within reach of typical Washington families.

2. Name a bipartisan work group to develop recommendations. The group could meet between July
and October to develop 10 recommendations fo increase housing supply to meet demand that the
Govemnor, the Speaker, and the Majority Leader would propose to policymakers in January 2007. The work
group would consider a number of solutions to increase the housing supply, including:

Requiring Growth Management Plans result in no net loss of housing opportunities.

»  Requiring that Growth Management plans balance projected job growth with housing supply, to
ensure employees can live in communities where they work.

= Ensuring communities increase affordable housing opporiunities through strategies that could
include lot-size averaging and altached/detached accessory dwelling units.

- Establishing performance measures for Growth Management plans, to measure whether the plans
actually accommodate growth and to verify that municipalities are adjusting plans fo accommodate
growth.

»  Making the funding of critical infrasiructure projects a priority in state and local budgeting.
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3. Conduct legisiative policy hearings on these strategies to garer the comments and ideas of
families who cannot find affordable homes near their places of work. Ask cities and counties to explain how
their growth plans accommodate the housing needs of current and future residents.

4. By the end of the session, adopt at least five of the recommendations.

During the last legislative session you demonstrated your extraordinary capacity for leadership on
complex issues critical to Washington families. Without your leadership the state will continue to be saddied
with intractable fiscal challenges associated with providing affordable housing opportunities and efficient
transportation options for Washington citizens.

in the 2007 session of the Legislature, | hope you will consider tackling another ~ placing home
ownership within reach of hard-working Washington families. Washington Realtors look forward to working
with you to develop solutions to this statewide challenge. If you wouid like to work together to craft a
Washington Housing Strategy, please contact Bryan Wahl, Washington Realtors Government Affairs
Director, at 360-561-9636.

Sincerely,
/ cveey e

Terry Sullivan
President, Washington REALTORS®

Aftachments:

WA Research Council Poiicy Briefs:

‘Housing Supply — the Quiet Job Kilier

“Housing for Economic Development’
Seattie Times, "$405,000 Median house price in King County’
News Tribune column, Peter Callaghan
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Housing Supply:
The Quiet Job Killer

Month after month, the headlines tell the same story: housing prices up
at double-digit rates — again. The news stories that follow the monthly
release of prices and sales data by the Northwest Multiple Listing ser-
vice nearly always point to some factor driving demand - low interest
rates, a hot economy, speculation — but they rarely talk about the other
side of the equation: supply.

Housing provides an excellent illustration of the laws of supply and
demand. Housing markets are fragmented and competitive, with many
buyers and sellers and nearly perfect information. The creation of
households follows predictable patterns, and each household needs just
one housing unit. The economics of housing should be easy to under-
stand. So why is there just a collective shrug when the monthly statis-
tics show that another segment of the population has been priced out of
the market?

This brief takes a look at the demand and supply dynamics of the hous-
ing market, showing what happens when supply does not respond ade-
quately to signals from the demand side. When major price increases
do not bring a rush of new supply to the market, something is wrong,
and when markets as important as housing do not function smoothly,
the eonsequences can be severe.

State and local governments in Washingion are undertaking aggressive
economic development programs designed to create jobs for people in
a wide range of skill levels, but this effort will be severcly hampered by
high housing prices and a fack of new housing supply.

THE ROLE OF SUPPLY AND DEMAND IN A HOT HOUSING
MARKET

In a well-functioning housing market the median price for a house
shouid fall somewhere near the level that a buyer with the median in-
come can afford. [f prices are too low, resellers pull homes off the mar-
ket and builders stop building, creating shortages that drive prices back
up. If prices are too high, owners of existing homes cash in and build-
ers ramp up production, adding supply and bringing prices down. This
simple dynamic assumes, of course, that markets are open and fluid.

To figure out the degree to which rising prices can be attributed to
shifis in supply or demand. we need to look at the factors that drive
each.

AT W R
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in search of a "demand shock”™

In the short run, housing markets are driven primarily by demand. While an
ample and affordable housing supply may attract growth over time, in the
near term, home prices and building activity responds to identified demand.
“Build it and they will come” does not work for the individoal home-
builder. Before undertaking projects, builders and developers look at a
number of factors that determine future housing needs. These factors can
provide an indication if there is an abnormally high level of demand for
housing in Washmglon,

Job and population growth. A good place to start looking for clues to de-
mand increases is in population growth: every new household needs a
housing unit (the coriplex relationship between population growth and
housing growth will be discussed in more detail below). Population growth
has two major components: natural growth and migration. Natural popula-
tion growth is the excess of births ever deaths, and tends to be stable over
time. Net in- m]gfaaon - the number of people moviig into the arga minus
the number of people moving out - varies considerably, even over short
periods of time, and is closely tied to expansions and contractivhs in the
state economy. :

Chart | shows the net rate of in-migration to the state (net in-migration di-
vided by population), the rate of growth in non-farm employment and the
rate of growth in the average house price (adjusted for inflation as meas-
ured by the personal consumption expenditure deflator) in Washington for
the past 30 vears, Several things are worth noting. First, the cycle in em-
ployment leads the cycle in in-migration. Thus, it is employment growth
that drives population growth. Sec-
ond, years with strong employment
growth tend to be years with strong
housing prices.

Chart 1: Einployment, in-migration and House Priges in Washington State

20 O Job growth was less robust in the
59 e | l8EE 1990s than in either the late
1970s or late 1980s, and house price
0% oy | growth was correspondingly less
robust then. While job growth fol-
5% a5 | lowing the 2001 recession has been
' weaker than following either the
o _ 1982 or 1991 recessions, the growth
in housing prices, surprisingly, has
5%, a5y | been stronger. And 2004 and 2005
rank in the top 6 of the 30 years.
% 5%

Interest rates. Historically low
mortgage inferest rates are fre-
quently cited as a major contributor
to housing demand, and there is no
question that they have been a fac-
tor. Rates, however, it bettom in mid-2003 and held relatively stable until
their recent rise. Falling rates in 2001 and 2002, which increased purchas-
ing power and allowed fore buyers to enter the market at the low end, can
explain the growth in prices for 2001, 2002 and 2003, but not for 2004 and
20065,
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home loans were interest only. For Washington the figure was 38.6
percent, ranking 8™ highest among the states. For the Seattle-Bellevue-
Everett metro area, 45,1 percent of home loans were interest only, 13
highest amongst metro areas; for the Tacoma area, 44.6 percent were
interest only, 14" highest {LoanPerformance 2005). Even at the current
low interest rates, housing prices strain household budgets.

Speculation. For the past year or so, observers of the economy have
been using the “B” word: bubble. There is growing concern that hous-
mg prices are being driven by speculative investment, rather than any
rational sense of value in residential real estate. This talk is fueled by
concern about the array of new financing tools (including interest only
loans} available that allow homebuyers to take on more debt than they
could under conventional financing.

So, is i possible to identify an excessive amount of demand in the
housing market? Or, more precisely, has there been a “demand shock”
that cannot be satisfied with new supply from a normally-functioning
housing market? Favorable mortgage products and some speculative
activity have likely pushed demand higher than it would be under the
current slack job and population growth. But there is no sign of the sort
of shock that happened in the late 1980s, when Boeing ramped up pro-
duction and brought thousands of families to the Puget Sound region in
a matter of months, just as the rest of the economy was heating up.

Supply: cruising along in second gear

Skyrocketing prices, multiple offers and bidding wars are expected dur-
ing times of rapid job and population growth, but why are they happen-
ing during the relative demographic calim of the past few years? Why
can the housing mdustry not keep up?

A place to start on the supply side is the inventory of detached houses

on the market. The Northwest Multiple Listing Service reports monthly
on the number of homes listed for
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Chart 2: Listings and Prices in 3'° Quarter

Ligtings 2000 2001

Source Northwest Mufliple Listing Servizg

sale by real estate brokers in most
counties of Western Washington.
This data includes nearly all re-sale
s3s0000 | hemes {except those being sold by
the owner} and some new construc-
tion homes {many new homes are
sasop00 1 pre-sold and never get listed).
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szon00e | Chart 2 shows rends for four Jarge
Puget Sound area counties, which
make up about three fourths of sales
svese | 1t Western Washington. The bars
show aotive listings, and the lines
35608 show median prices for each county.
Neote that inventory strengthened as
prices rose through 2001 and then
began to fall in three of the counties
while prices inereased even faster.
{King County had another two vears
of build-up, but then inventory fell

560,000

2004 2005  Frices

even more sharply.)

Also of note in this data is the trend in Thurston County. Previously an
affordable area, median prices have shot up from $144.000 in 2000 to
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233,000 in 2005. This 11 percent annual increase is widely atfributed
to the spillover effect of the 10 percent annual price increases in Pierce
County. Clearly, scarce inventory
Chart 3: Closed Sales in 37 Quarter and rising prices continue to chase
. buyers up and down the Interstate 5
corridor in search of affordability.

0,000
The lack of active listings, or inven-
tory, does not mean there is a lack

8,000 of sales. In all four counties, sales
have increased even in the face of

6000 declining inv?nicaz'y. _Chart 3 x%mws
closed sales for the four counties
during the third gquarter, which is

4500 traditionally the highest sales period
for residential real estate. The rea-
son this can happen is that homes

2506 are being sold much faster, and

therefore staying on the market as
ligtings for a shorter time. Chart 4
shows that the tume on market has
dropped steadily over the past few

years.

2600 2001 2002 2003 2004 2005

Soires Morthwest Multiple Listing Service

All this data - rising prices and sales, falling inventory and time on
market - point to one inevitable conclusion: a shortage of housing on
the market. Even with job growth and in-migration at relatively fow
levels, the behavior of the market indicates a shortage of houses.

[mplications

Both the supply and demand curves for houses are guite steep, or ine-
lastic. An inelastic supply means that it takes a substantial price in-
crease {o get more inventory on the market through new construction.
While new construction has picked up in many areas, it is still noton a
substantially higher pace than in the past 10 to 20 years. Restrictions
on the availability of land to build detached housing also hampers the
- _ ability of the homebuilding industry
Chart 4: Average Days on Market in 3~ Quarter - to expand ifs capacity.

" Inelastic demand means that rising
prices do not deter many buyers. A
sense of urgency and some tricky
mortgage tools can induce buyers to
chase higher and higher prices,
Strong sales in the face of double-
digit price increases indicates that
buyers feel housing is a good mvest-
ment, even at higher prices.

65

The price increases of the past sev-
eral years are due to demand that is
both increasing slightly and inelas-
tic, and a supply that is both stalled,
and inelastic. Thus, a relatively
srnall shift in the demand curve re-
2607 03 #04 005 sults in substantial mcreases in

Sotrce Morthwas MultipleLiding Bervics prices.
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THE EXCEPTION: RENTAL. APARTMENTS

While supply seems to have a difficult thme catching up te demand in
the for-sale market, the situation is quite different in the apartment
rental market. Charts § and 6 use
Snohomish County as an example,
although patterns similar to those
seen in Snohomish County have
occurred in other counties in the
state.

Chart 5: Multi-Family Rents Respond to Vacaney

in the apartiment market, rents con-
sistently respond inversely (o va-
cancy rates: high vacancies produce
flat or falling rents, and fow vacan-
cies produce rising rents. Chart 3
shows that when vacancies get
much above or below four percent,
rents can adjust dramatically.

Construction of apartment build-
ings tracks rents, with rising rents
leading to new buildings, and fai-
©E3 W94 WIS WOG  BOT BGE  BOS 2000 2001 2602 2003 2004 2005 ling rents slowing down the pace of
construction. Chart 6 shows that
permitting activity tracks the rate at
which rents are changing. (Nate:
the data on multi-fapuly housing permits includes condominiums. Al-
though problems with construction liability have dramatically reduced
condominivm construction in moderate-priced markets like Snohomish
County, the data should still be considered just an approximation of
apartment construction.)

Source: Dupre+ Sooit Note: munthly rent isaciusted forinflation

Int the short term, both supply and demand for apartments are relatively
netastic, which is why rents can rise and fall dramatically when the
market is out of equilibrium. But unlike the detached housing market,
new supply tends to flood the market at regular intervals, keeping
apartment rents much more affordable than owner-occupied houses. An

. L : apartment building boom in West-
Chart 6 Multi-Family Construction Responds to Rents _ ern Washington in the late 1990s

led to the high vacancy rates and
g% falling rents that tenants have bene-
tited from and investors have suf-
fered from during the past several
4% years.

450G
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The relative ease of building apart-
ments, as compared to building

E0%0 o detached housing or condomini-
ums, witl hamper efforts to raise
1000 4% the rate of home ownership. State-
wide, the home ownership rate in
2000 was over 64 percent. In con-
. _ . _ _ frast, the state’s larger cities have
OIS gy wa4 wes wws w7 w98 w9 2000 2001 2002 200 zooa O | lower rates, with Seattle at 48 per-

cent, Tacoma at 54 percent and
Vancouver and Yakima at 33 per-
cent. The trend away fmm ownership is moving out to suburban areas,
as apartment construction proves easier than production of for-sale

Seurce fupre + Scoif and PSHC Mot e munbhly rent s adisgied Fos infigting
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housing, The home ownership rate is just 54 percent in Redmond and
53 percent in Lynwood. If this trend continues, one effect of the GMA
policy of promoting development within cities could be a lower rate of
home ownershup.

IT ALL BEGINS WITH LAND

The most fundamental raw ingredient of homebuilding is land. Or,
more precisely, land that is properly zoned and is served by basic infra-
structure. The price and availability of land, and the time and cost of
turning it inte fully-serviced building lots or multi-family sites, is the
starting point for any discussion of housing supply and affordability.

The genera!l rule that a new house is priced at a multiple (usually be-
tween three and four times) of the cost of the finished lot still holds.
Finished lot costs have risen dramatically inunany areas of the state,
pushing new home costs up as well. Some of the increase in lot costs
can be attributed to new stormwater requirements and more elaborate
streets, but most of the cost increase comes {rom the rising price of
land. -

1 the urban areas of the state growth boundaries have placed a limit on
the supply of land available for building houses. Depending on how
tight it has been set, this limit can have a major impact on land prices.

The buijlding industry finds it cheaper to develop open land on the pe-
riphery, so the only way to get the industry to shift fo infill sites is o
restriet the supply of land below the level that could be absorbed on the
periphery. Higher prices of land on the periphery make infili land,
which tends to be more expensive to buy and develop, attractive.

In some counties there has been very little infill development, indicat-
ing that Jand on the periphery is still available and attractively priced.
In other areas, King and Snohomish counties in particular, but increas-
ingly in Pierce and Thurston counties, land prices on the periphery
have risen substantially. This has the intended effect of promoting infill
development, but also has the inevitable effect of cutting back on new
tome construction and driving up new home prices.

Holding land prices down in the face of continuing increases in demand
requires increasing the supply of building sites. This can be done in one
of two ways: by removing regulatory barriers to density that restrict the
capacity of land within the current growth boundary or by moving the
urban growth boundary itself.

In the high-demand areas of the state, the one bright spot in land supply
has been the masterplanned communitiés. In these developments the
original land cost was very fow, and masterplanning has allowed much

‘higher densities than the peripheral areas normally permit. Thus, low

lot cost and economies of scale have allowed much more affordability
ity masterplanned communities than in the surtounding subdivisions.

A housing supply that 18 both inelastic and incapable of expanding its
productive capacity to meet the demands of growth is nothing new or
anusual. But it does not have to be that way. Fast growing aveas can
provide enough housing to keep prices down. For example, while the
Puget Sound region’s population grew by 5.6 peércent from 2000 to
2005, the Atlanta region grew by 11.2 percemt, exactly twice as fast
During this same Gme, housing prices increased by 49 to 64 percent in
the Puget Sound area, while prices grew by only 30 percent in the At-
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lanta area { Atlanta Regional Commission, Puget Sound Regional Coun-
cil, Freddie Mac).

So what accounts for the difference between Atlanta and Puget Sound,
such that Aflanta can grow twice as fast, but have housing prices in-
crease no more than inflation, while Puget Sound area prices go up
over 50 percent? A pair of cconomists, one from Harvard, the other
from the Wharton Scheol at the University of Peansylvania, asked that
question and concluded:

America is not facing a nattonwide affordable housing erisis,
i most of the country, home prices appear to be fairly close to
the physical cost of construction. . . . The bulk of the evidence
masshaled i this paper suggests that zoning, and other land use
controls, are more responsible for high prices where we see
them. . . . Measures of zoning strictness are highly correlated
with high prices. (Glaeser and Gyvowrko 20033

The difference betwden the Adanta and Puget Sound regions, then,
should be found in the varying availability of land zoned for home-
building, The Atlanta region has few regulatory or natural restrictions
on the spread of wrbanized development outward from the central city,
and as 4 result, there 18'a near limitless supply of land on the ever-
expanding periphery of Atlanta. The price of land, therefore, stays low.

Clearly Washington’s Growth Management Act and the urban growth
lines it calls for are a reaction to the unchecked spread of urban growth
seen in places like Atlanta. But there should be no mistaking the choice
that has been made: restrictions on land availability drive up prices of
single family bomes. There remains substantial inclastic demand for
detached housing, and restrictions on supply, however well-
intentioned, have resulted in rapid price increases.

HOUSING SUPPLY, POPULATION GROWTH AND JOB
GROWTH: WHAT DRIVES WHAT?

‘The degree to which metropolitan areas grow or shrink is usually
thought to be a function of jobs. Areas with expanding employment
should see population growth, and areas with stagnant or shrinking job
bases should see population decline. This thinking, however, ignores
one critical factor: housing. Regions cannot grow if there is no place
for people to live, and places tend not to shrink if housing is widely
avaitable. So, what is the relationship between housing and population
growth?

This question is particularly important in light of Washington’s Growth
Management Act. The GMA keys its policies to population growth,
with all jurisdictions required to “accommodate™ a number of people
that the Office of Financial Managentent projects will want to live in
that jurisdiction. This approach raises the guestion of how we would
know if the projections are wrong. By definition, growth cannot exceed
the number of people accommodated. There is no way 10 know how
many people would have Hved in a jurisdiction but could not because
housing was not available or affordable.

In effect, growth projections can become a self-fulfilling prophesy, The
projected population growth becomes the accommodated population
growth, whicl, in turn, becomes the maximum actual growth, IF these
rigid projections are built into local land use policies, there may be lit-
tle room for supply to expand in order 1 meet a sudden demand shock.
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The previous brief in this series noted that several counties that under-
went the Buildable Lands process found that they had just barely
enough land to accommodate their OFM population projections. In
these cases there is little slack in the supply to absorb a demand shock.

If we are heading toward a collision of economic growth and housing
supply, what will happen when housing cannot keep up with a hot
economy? The same two economists who asked why housing prices go
up in some areas and not others, explored this question. In a paper from
the Harvard Institute of Economic Research, Glaeser, Gyourko and
Saks (2005) explored how the housing supply of an urban area interacts
with population and economic growth. The key, they found, was in the
clasticiey of the housing supply, or the degree to which new housing
can be built cconomically in response to growth in demand. Chart 7
shows the impacts of an elastic or inelastic housing supply. In the case
of “supply A,” economic growth along with an elastic housing supply
leads to population growth and a slight increase in wages and housing
prices. In contrast, “supply B” shows economic growth along with an
inelastic housing supply, which leads to less population growth, higher
wages and higher housing prices,

The important point of this research is that a lack of housing growth
will not bring economic growth to a halt. But it will have a powerful
impact on who benefits from that growth and who suffers from it. If an
inadequate housing supply drives up wages and housing prices and
lowers population growth this will have significant consequences for
individuals, butinesses and the economy as a whole.

Higher wages will offset the higher
Chart 7: Housing Supply and Growth prices for some individuals, so real
) D wages may not rise at all. Other
individuals, those who work for
Supply & employers that do pot have the
flexibility to raise wages 1o mest
high housing costs, will see a de-
cline in real wages due to high
housing costs. In a high housing
cost environment, soltware engi-
neers may be able to negotiate
higher salaries to cover high hous-
ing costs, while teachers, whose
salaries are constrained by public
budgets, cannot get the same salary
increase.

P,

Housing price and wages

Feor businesses, the lower popula-
; ticn growth associated with a tight
dernand ' L housing supply means foewer poten-
- L1 Qe A tial workers. Cuwrrent residents may
Number of homes and popuiation be priced out of the housing market
and leave for lower cost areas, and
T?‘TF impact of & Eﬁes‘ﬂané shock %hz?t shifts the c%eﬂ?gné curve from “.oki demand” potential in-migrants will be scared
to “new demand” will vary depending on the efasticity of the supply curve. With
an elastic curve like SUPPlY » . the result, point A, will be substantial new
housing supply and population. with modest gaing in wages and bousing prices.
An inelastic supply, such as Supply 5 . will result in point B, with higher wages afford the high housing prices will
and prices, fewer new housing units and iéss population gain. be those with high skills working in
highly productive industries, Over
time this will squeeze out employ-

off by high housing prices. Ulti-
mately, the only people who can

iSource: Glaeser, Gyourke, Saks, 2005)
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ers that cannot, for competitive reasons, pay higher wages, resulting in
fewer jobs for moderately-skilled people, and a job market that secks

high skills.

Chart 8: Housing Prices and Industry Structure

industry Structure: shiff
toward emplovers that can
pay bigh wages for highiy
skifled peopie antd away from
iow skill, low wage employers

It today s job market, employers fill
more and more high skill positions
through national and international
recruiting, leading to a truly ironic
outcome: when growth management
creates a tight housing supply, it pro-
motes in-migration. In trying to man-
age growth, we may be punishing the

modestly-skitled people who already
live here and favoring the highly
skilted people who move here. Chant
8 shows this cycle by which housing
prices gradually determine industry
structure and emploviment.

Workforce: workers with High
ncome polential can $ve in
the region, while workers with

low incoms: potential are
stgueezed out

rcomes achieved: highly
skifled people sarm mowe

This process leads to the familiar
problem of low and moderate wage
service workers not being able to live
in the areas where they work. The
most extreme example of this s ski
resorts, where the wealthy live in mil-
ton dellar homes in the city, and the
restaurant employees and ski it op-
erators must commute long distances.
The same dynamic can happen n
metropolitan areas where service workers must commute long dis-
tances, and service jobs go unfilled because people who would accept
those jobs have been driven out of the area by high housmg prices.

Housing prices: a tight
housing supply is bid up by
high-eaming buyers

income needs: high housing
prices place upward pressure
o wages

CONCLUSION: 1S THIS THE STATE WE WANT?

An inelastic housing supply - one that struggles to expand production
to meet new demand - is gradually transforming many Washington
state commnunities into “boutiques.” Those individuals with high skills
and high earnings are welcome to stay, while those with modest earn-
ing power are forced further and further away. This is born out by the
fact that economic growth in King County is iow having an impact in
Thurston County, and even Lewis County is feeling the heat.

It i3 a fack of land capacity in urban areas that makes housing supply so
inelastic, pushing up prices and, ultimately, reducing the diversity of
toeal economies. The zoning cholces made by each community deter-
mine land capacity. If communities are to be vibrant and healthy, they
must provide housing for those who work in a variety of jobs. While,
the GMA calls for every community to plan for sufficient housing for
all economic segments of the population, this is not happening cur-
rently. We are caught in a eycle that is driving out middle income jobs.
The only way to break this cycle is for communities to increase the
ability to use land for housing.
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Housing for
Economic
Development

Housing and economic development are closely linked, in both direct
and indirect ways. A strong housing sector and a $trong economy rein-
force each other. As jobs and rising incomes produce demand for hous-
ing, housing construction, in tum, provides jobs and business opportu-
nities. This brief looks at the various ways that housing interacts with

. the economy and describes ways that the dynamics within the housing

market can both help and hurt the economy of the state.

HOUSING AND THE NATIONAL ECONOMY

Although housing markets are local, the consumption, maintenance,
construction and sale of housing adds up to a huge factor in the national
cconomy. For 2004, consumption of housing services (i.e. the implicit
rents on owner-occupied housing and the explicit rents on rental hous-
ing} exceeded ten percent of GDP, while household operations were
another seven percent of GDY. Residential fixed investment was nearly
six percent of GDP.

In recent years, housing construction has had an important role in keep-
ing the national economy in recovery mode. During 2003 and 2004,
housing construction contributed about 12 percent to the growth of the
national econony, versus 4 percent during the 1990s (Council of Eco-
nomic Advisors 2005}, The year 2004 saw construction started on 1.95
million housing units, the most housing starts since 1978, For 2005,
starts are forecast to top 2 million. (Councii of Economic Advisors
2003, Global Insight).

Chart | shows how housing construction continued to expand as the
economy as a whole flattened out in 2001, The 1990-91 recession was
marked by a fall in construction activity. Not so in 2001, During the
1990s, housing starts averaged about 1.4 million per vear. As the econ-
omy peaked in 2001 and the country turned mio a recession, housing
starts grew, keeping the recession from getting worse. Further growth
in starts in 2003 and 2004 provided bounce to the recovery. Low inter-
est rates and new mortgage financing tools kept housing demand
strong. During the recession year of 2001, the housing industry built 40
percent more units, on a per capita basis, than it did during 1991,

The ever-present threat that cimbing bnterest rates will reduce housing
demand makes economic policy-makers very nervous. Looking at the
numbers, both in terms of spending and investimend, it is easy to see
why.
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Housing represents a large share of

Chart 1: Housing Starts and Residential Fixed Investment N
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our economy’s investment. Table |
shows the components of private
(business and houschold) invest-
ment in 2000 and 2004, Business
investment was actually lower
overall in 2004 than in 2000. Rest-
dential investment, in contrast, was
ap 50 percent. Note that in 2004,
homeowners and mvestors put
more moeney into housing than
business put into information proc-
essing, software and industrial
equipment combined.

Investments in housing have had a
further impact on economic per-
formance i recent years, as own-
ers take advantage of low interest
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rates and rising home prices to bor-
row against the value of their homes. During the past recession, this stream
of cash made a dent in otherwise lower consumption nationally. The 2002
Fconomic Report of the President notes:

According to the Federal Home Loan Mortgage Corporation
{Freddie Mac), holders of conventional, conforming mortgages
liquefied about $59 billion in equity in the first three quarters of
2002. ... Some survey research suggests that about half of this $59
billion would be allocated toward consumption and home improve-
ments {iwo sources of aggregate demand), which would have
raised GDP by about 0.4 percent above its baseline level through
the first three gquarters of the year (Council of Economic Advisors
2003)

Federal Reserve Board Chairman Alan Greenspan also took note of the mm-
pact of housing and mortgage financing on the nation’s economy:

The lowest home mortgage rates in decades were a major contribu-
tor to record sales of existing residences, engendering a large ex-
traction of cash from home equity. A significant part of that cash
supported personal consumption expenditures and home improve-
ment. In addition, many households took out cash in the process of
refinancing, often using the proceeds to substitute for higher-cost
consumer debt. That refinancing also permitied some households to
lower the monthly carrying costs for their homes and thus freed up
funds for other expenditures. Not least, the low mortgage rates
spurred sales and starts of new homes to very high levels. These
developments were reflected in household financing patterns.
Home mortgage debt increased about 13 percent last vear, while
consumer credit expanded much more slowly. (Greenspan 2004 §

The willingness of individual houscholds to make large investments in
homes, combined with efficient and innovative mortgage financing mecha-
nisms makes the housing market a key piece of the national economy. It
provides mechanisms for equity growth, liquidity and finaneial flexibility
for individual households, while also providing relatively safe, productive
investments for institutions through secondary mortgage markets.
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HOUSING AND THE STATE AND LOCAL ECONOMY:
DIRECT BENEFITS

Discussions of economic development often exclude housing, despite
the fact that it is an enormous industry. This exclusion is likely based
on a belief that housing is not a part of the economic base of a state or
regian, that housing, unlike manufacturing, does not bring new money
i from outside. But this view s wrong, at least i the short run. The
money that funds purchases of new Homes is raised on national (even
international} capital markets and is new money to the region.

Furthermore, no economy can

Table 1: Components of Investment function properly without a
robust housing stock. By pro-
2600 2004 viding places for employeces to
Business $Biffions Percent $Biflions Percent hve, customers for retail and
Stuctires 732 18.7% 2084 15.5% service businesses and taxes
information processing equipment and sofware 4676 27.9% 4470 23.9% for state and local govern-

ments, housing plays a crucial

industist equipment 158.2 9.5% 1453 7.8% i .
Transportation equipment 160.8 9.6% 151.9 21% role in making state and re-
Other equipment 1347 7.8% 156.2 8.3% gional economies thrive. In
_ this section, the role of hous-
Residental ing in the state and local econ-
Struchures 438.5 76.2% 665.4 i55% omy will be discussed in terms
Equipmert 74 0.4% 8.4 0.4% of direct, measurable benefits,
such as overall economic im-
Tol 16788 18726 pact, employment and retail
sales.

ECONOMIC IMPACT OF HOMEBUILDING

The overall economic impact of homebuilding on a regional or state
economy can be measured using economic input-output modeling
tools. The Nationat Association of Homebuilders (NAHR) has devel-
oped a model for assessing the economic impact of homebuilding on
regional economies that uses local inputs to derive impacts specific to a
regional housing market.

‘The Master Builders Association of King and Snohomish Counties
commusstoned a report based on this model in 2004 that measures the
impact of homebuilding on the
Seattle metropolitan area. The
data in the report is presented in

Table 2: Economic impact of building 100 units

Local Wages Local usiness Local jobs terms of impacts of the construc-
and Salaries  owners’ income Local @y es supported tion of 100 single family or 100
100 Sgle famiy unis  $14,269,000 §3242000  $2.817,000 311 multi-family units, Table 2 shows

the direct (payments to people
working on the construction site},
mdirect {(pavments to suppliers,
off-stte contractors and profes-
sional service providers) and in-
duced {cycling incomes through the focal economy) impacts on wages
and salaries from construction as estimated by the NAHB model.

100 Muli-lamiy units 40, 124,000 $2 139,600 $1,386.000 188

Source: Matfonal Association of Homebuwiders

The two counties for which the model was modified - King and Snoho-
mish - 1ssued permits for nearly 18,000 housing units in 2004, Using
the NAHB estimates, the impact of building activity in those two coun-
ties is summarized in Table 3
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The preceding data is based on homebuilding in King and Snohomish
Counties, and reflects market preferences and cost structures in those
counties. Extrapolating this data to the rest of the state is difficult be-
cause of wide variation in housing
markets. New homes, both single

Tabie 3: Economic impact of 2004 housing construction family and multi-family, built in
Local Wages Lotat business Logat jobs the Central Puget Sound area {and
and Salaries  owners' income Local taxes suppored King County in particular) will

King Co. singie Bmiy $340,910,320 205,153,760 $178.250,760 19,860 tend to be larger and more elabo-

_ rately appointed, and therefore

King Counly mult-fanily $477.002.720 $114,828,820 $72,460,080 4,828 more expcn%ive than homes built

Sno. Go. single family $732,893,010 $158,798, 180 $148.844,930 15,378 i most of the rest of the state.

Sno. Co. mult-family §H13.411.32¢ $26,587.770 §17,227,980 2,337 The U.S. Census reports that in

Total, all units $2,264,217 370 502,366,630  $406,797.750 47,175 2004 for King and Snohomish

$3,174,381,750 Counties the value of single-
family construction was 39 per-
Sources: National Asseciaton of Homehuilders, Washington Center for Real Esta Research cent of the statewide total, while

' multi-family construction was 49
percent of the statewide total. We
can apply these percentages to get ballpark estimates of statewide
homebuilding impacts.

Total impact

First consider wages. The Bureau of Economic Analysis estimates that
the total of wages paid t¢ employees in the State of Washington in
2004 was just shy of $150 billion. Extrapolating from the wages paid in
homebuilding in King and Snohomish Counties, a rough estimate of
statewide homebuilding wages would be $5.5 billion, suggesting that
homebuilding accounts for about three percent of wages paid in the
state. This understates the true impact, since much of the income asso-
ciated with homebuilding comes in the form of business owner income
earned by very smalt contracting enterprises, and this income is not
reflected in wage data, Business owner income is another $1.2 billion.

JOBS AND SMALL BUSINESS IN THE HOMEBUILDING
SECTOR

A tour through a large subdivision under construction vividly shows
the breadth of employment in the homebuilding industry. At one end,
painters, applance installers and landseapers are finishing up houses
ready for their new owners. In the middle, framers, roofers, plumbers,
electricians and drywall mechanics are trying to keep out of each
other’s way. At the other end, in the early phases of the development,
heavy equipment operators are clearing and grading, while concrete
workers are building foundations.

Workers in all these trades are typically employed by mdependent sub-
contractors who move around the region from one site to another, and
often from one builder to another. Subcontractors and their employees
may drift into commercial construction, remodebing or repair work, and
workers in the lower-skilled positions may move into other eccupations
as work varies. As a result of this, employvment data for the homebuild-
ing sector is subject to some uncertainty.

Table 4 shows the average empiovment in various segments of the
homebuilding sector and associated trades for 2004

Many of the trades represented, such as painters, roofers, plumbers and
electricians, do a substantial part of their work as repairs or service (o
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existing homes or commercial buildings, and that work would not he
considered part of the homebuilding sector. But since many firms work
both i new construction and service, it is very difficult to break out the

' Land subdivision
New single-family general contractors
New mulifarslly general contraciors
Residential tade confraciors tofal
Brywall confactys
Elestical contracirs
Finish carpentry confractors
Flooring contractors
Framing confractors
Glass and glazing confactors
Masonry conradiors
Painting contractors
Plumbing and HVAC confactors
Poured foundation contractors
Roofing confractors
Siding confraclors
Site preparation confractors
Shuctral steel confractors
Tie and terrazzo convactors
Chher equipment condactrs
Olher ex ferior confracions
Other finishing contractors
Al ofher Tade contraciors
Totat

Table 4: Employment in homebuilding and trades, 2003

Source: Washinglon State Department of Employ ment Secutily

data. Offsetting this data dis-
crepancy, to some degree, is the
fact that so many of the trade
AVerage | contractors are sole proprietor-
Number  Tofal wages Tot  employess | chips. in which the income of
offms  paid (81,0005} empioyees PEMETS 1 the owner is not counted in the
48 84,857 1,876 5.25 data (the data count employees
4097 $397 136 12,020 348 who are "covered” by unem-
ployment insurance, which ex-
% $24,600 622 £.48 o
cludes business owners).
10,221 1,212,872 42,53 416 o
Nevertheless, what is striking is
543 §H7.546 4492 5.5 the degree to which the employ-
1,005 5178,840 5.381 205 ment structure of the industry is
746G $70.457 7501 3.34 dominated by the specialty
511 345,007 1676 198 trades. As the firm size data
show, contractors themselves
768 969,064 2707 352 are very small employers, rely-
104 $19,086 519 505 ing on their network of subcon-
400 830,240 1424 784 tractors to do the actual work of
1 959 $87 113 3,840 105 building hames._.—f\nd the sub-
contractors are, in turn, mostly
1,271 $276,629 6.902 5.43 very small businesses.
6 ST 218 ™ 1 The homebuilding industry, de-
2 §76.8%7 2812 519 | spite rising barriers to entry and
348 $24,949 1,057 304 the emergence of more national
757 385,540 2805 366 builders, is still very fr.agﬁ ‘
2 58706 ” . mented. The top 20 builders in
' ’ the Puget Sound region were
213 524,089 758 3% | responsibie for only about one
28 $6,723 b 336 fourth of the single family
54 35,053 180 150 homes b}iiEt in K.iz?g, Pierce, _
8 14 645 613 - Snohonlrush and Kitsap counties.
' ~ The builder holding the number
736 $61,769 2,521 3.43 20 position on the Puget Sound
14762 $3.751,282 58,023 183 Business Journal list of builders
anticipates building about 25
houses a year, meaning the vast

majority of the state’s 4,000

homebuilders are working on just a handful of houses at a time. {Puget
Sound Business Journal 2004)

The diffuse nature of the homebuilding industry ~ both the number of
builders and their use of subcontractors for nearly all work - has al-
towed for entreprencurial opportunities and easy entry of new players.
At the same time, consumers have benefited from the intense competi-
tion, while being protected by land use and building codes. This indus-
try structure, however, is eroding, due to the high cost of land in many
areas of the state, and the complexity of the land development process.
It 15 getting more and more difficult for small builders to find inexpen-
sive lots on which they can build the modest homes that their fimancial
resources allow.
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HOUSING AND RETAIL DEVELOPMENT

A key component of focal economies is the retail sector, which pro-
vides convenience, services, jobs and tax revenues.

The vast majority of retail development is driven by housing construc-
tion. Planning for retail begins with a count of “rooftops” to determine

Type of Cenler
Seper regional
Regional
Communily

Neighborhood

Table 5: Primary frade areas for shopping centers

Kinimum populafion

if there are enough potential customers
to justify new retail space and stores.
Home ownership rates are another key
determinant of a potential retail market,

suppost required Radius Driving time signaling stability and spending power.
366,000 or more 12 mites 30 minvies The basic measures of a retail customer
150.000 or more & miles 20 miruies base are “trade arcas.” Beyard and
46,000-150,000 3.5 s 10-28 minutes O’Mara define these areas in three t}ers
that roughly correspond to concentric
3,600-40,000 1% miles 5-10 minutes

Source: Bey ard and O'Mara 1999

circles around a store. The primary trade
area contains 70 to 80 percent of the cus-
tomer base, the secondary trade area con-

tains another 15 to 20 percent, and a ter-
tiary area contains scattered customers farther out. Table 5 shows some
basic guidelines for the primary trade area of various sizes of shopping
centers, and Table 6 shows guidelines for different types of individual
retail outlets. {(Beyard and O’Mara 1999, White and Gray 1996)

A trade area will often be able to support more than one competitor in a
category, since customer preferences and loyalty are divided within any
population. Thus, isolated communities that fall below the thresholds in
Table 6 may still support a single store in one category.

Since the trade area is defined in terms

of both population and distance, housing

Table 6: Primary trade areas for stores

Minimum population

Type of siore suppert required Radius

Supermarket w [pharmacy 50,000-70,000 Urban: 12 miles
Suburban: 35 miles

Drugsiore (e.q. Barkells, Walgreens) 20,000-25,000 Urban: 1 mile
Suburban: 2-3 miles

Discount store {e.g. Fred Meyer) 150,000-200,000 5 miles

Elecionics (e.g. Bast Buy) 250,000 5103 miles

Home improvemsnt {8.9. Lowes} 150,000 slus 70,000 4-8 miles

single family homes

Source: White and Gray, 1996

density will strongly affect the willing-
ness of retailers to open new locations,
As sparsely populated areas fill in, pro-
viding more customers within a short
distance, they became attractive fo retail-
ers. For example, a low-density area may
only support a small supermarket, but
with significant housing increases, it will
suppott a larger community shopping
center, to the benefit of both current and
new residents.

Retail also plays a major role in local
government finance. Since sales taxes
are collected at the point of sale, and do
not acknowledge the residence of the
purchaser, a jurisdiction with a weak

retail presence surrenders part of its tax base to neighboring jurisdic-
tions if it does not offer its residents opportunities to shop locally.

Table 7 shows the per-capita retail sales tax collected in 2004 for pairs
of neighboring jurisdictions in the state, as well as the per-capita col-
lections for the entire county in which those cities lie. Cities with col-
lections higher than the county fotal have more than their share of retail
presence, and those with lower collections than the county-wide total
have less than their share of refail presence {note that this may be due
to factors in addition to population and housing). These differences -
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very significant in some cases —- show the differences in revenues avail-
able to jurisdictions with a strong retail presence and those with a

weaker retail presence. This tax revenue will, in turn, have an

. mmpact on the ability of a jurisdiction to provide infrastruc-
Table 7: Sales tax shifis P . Y 3 riep - o
ture and services 1o support economic development efforts,
Per capits sales . . . . .
- C;;im Many factors come wto play In retail location decisions, es-
et 3\; pecially in a complex metropolitan area. But those decisions
e always begim with a count of potential customers, and those
Wenatchee $208 ST S e ) S o
customers are found living in the area’s housing stock. This
Chefan County tofal $172 s o . . y pemc .
18 seen most dramatically i large downtown areas that have a
substantial employee presence during the day, but that “roll
Part Angeles $154 N PP e R .
. 5325 up the sidewalks at 3:00.” Downtown residents and their re-
Seum tail spending make the difference between a sterile urban
Clallam Sounty wofal 5138 core and an “18-hour city.”
Spokane Valiey $164 HOUSING AND THE STATE AND LOCAL
Cheney 598 ECONOMY: SUPPORTING EMPLOYEES
Spokane Counly toial 5151 ) o )
Aside from its direct benefits, housing enables an economy to
Reliey ue $319 funcvticm b}f providing a p?ace fc)r_emp]oyft?s to Igve. The
Newcaste 5104 quality, price afld convenience of an area’s hgusmg stock
King Gounty 1ot $017 hav'e a direct lreiatmnshlp to the ab%h%}- of i’.)_ussmf\:s‘ses to re-
cruit and retain employees and on the quality of life those
Ly nrwocd 2463 employees will have. This relationship is difficult to quantify,
but very real. Following are some facets of the relationship
Mounfake Terrace §65 bet housi d = | i
E SIno 3 S syt
Srohomish County i $134 etween housing and employmen
5 Dot of R Office of Financial Mamt Commute times and pool of talent. When looking for a job,
aurces: Dept. of Revenue, Offce of Financial Mg people-tend to confine their search to what they consider a
reasonable commute. Most Americans prefer to commute no

more than a hali-hour, or maybe 40 minutes, so that radius will define
the bulk of the talent pool from which employers can draw. This works
fine if there is a variety of housing ~ and therefore a broad cross section
of potential employees - within a half-hour radius of an employer. But
if there is a lack of housing suitable for the inconie Ievels offered by an
employer, the pool of potential employees shrinks.

The most extreme example of this problem occurs in resort communi-
ties, where the bulk of jobs do not pay well and housing is very expen-
sive. But the same problem happens in affluent suburban areas with
high housing costs and poor transit service to more affordable areas.
Whereas housing costs can vary widely in a region, wage rates cannot
vary enough to compensate. When labor markets tighten, businesses
like hotels, restaurants and senior citizen care facilities located in high
cost areas can have a great deal of trouble filling jobs and serving their
customers, :

Commute times and job turnover. When people are forced to make
long commutes to their jobs from more affordable neighborhoods, an
extra laver of stress is added to their lives. Commutes can be unpredict-
able, so extra ime needs to be built in to avoid tardiness. Family emer-
gencies become more difficult to attend to when children or aging par-
ents are an hour or more away. If transit is not an option, commute
costs can mount, especially with rising gasoline prices.

All these stresses add up to the potential for high job tumover. An indi-
vidual may accept a job with a long commute just to become employed,
but if a new job turns up closer to home, they may take 1t. This is espe-
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cially true in lower skill jobs where it is easy to move from one em-
ployer to another. But from an employer point of view, such tumover is
very expensive — hiring and training is costly even at the lowest skill
tevels.

An adequate supply of housing at moderate price levels in all employ-
ment markets helps ensure that employers can improve retention by
hiring within their commute shed.

Housing and migration. Washington State has long benefited from the
willingness of talented people to relocate to the state. With a high qual-
ity of life and many forward-looking industries, the state attracts people
from around the country and the world. Chart 2 shows the two compo-
nents of population change in Washington for the past 13 years. Natu-
ral increase (births minus deaths) is quite stable, while net in-migration
{people coming to the state minus people leaving the state) varies from
vear to year. While the recent recession slowed the rate of net in-
migration, the state remains a very aftractive place to move. Unlike the
recessions of the early 1970s and the early 1980s, when it became
negative, net in-migration remained positive through the recent reces-
sion and is now rebounding.

But who is moving here and how do they affect the housing market?

According to the Census Bureau, people moving long distances are
more likely to have higher education levels and to be moving to accept
a new job. Conversely, it is very unlikely that many immigrants to
Washington are unemployed people with low education levels and low
income potential. (Schachter 2001)

This means two things. First, in-migrants are likely to have higher in-
comes and therefore add to the pool of
Chart 2: Washington State Population Growth p{:gple C{)mpe{i;}g it the owner-
occupted housing market, helping to
drive up prices in the face of limited

80,000
supply. Second, they are more likely
BO080. to bring equity with them from their
o000 state of origin. California continues to
be far and away the largest source of
w000 in-migrants to Washington State. In
2000, 8.3 percent of state residents
00864 reported being born in California , up
55060 from 7 percent in 1990. An average of
30,000 Californians moved to Wash-
50,600 ington eack vear in the late 1990s.
That state’s high real estate values
40.000 mean that many Californians have am-
2000 ple money to put ianto the Washington

market, (.S, Census Bureau )

So while people moving to the state
for jobs can, because of their higher
income levels, likely find the housing
thev need, these in-migrants add to market pressures that are felt by
moderate and lower income people already i the state. The attraction
of talented people to the state shoukd be a plus for the cconomy, but the
pressure on the housing market will be felt by those already here.

fosie] BHF sz e hotes] 200 3002 2004




Washington Research Council

HOUSING AND THE STATE AND LOCAL ECONOMY:
IMPACT ON SPENDING

The iongstanding rule of thumb has been that expenditures for housing
should take up no more than 30 percent of a household’s income. The
other 70 percent goes to food, clothing, transportation, healthcare, en-
tertainment ete. When housing supply is constrained and costs 1ise,
lower income families can find themselves spending more than 30 per-
cent of their income for housing, displacing other expenditures. This
squeeze on consumption has ohvious impacts on the guality of life for
these fanulies, but it also has an impact on the economy as a whole,

A significant part of local economic activity s driven by the circulation
of wages through the retail sector. Emplovinent in stores, restaurants,
gas stations, movie theaters and other establishments depends on dis-
cretionary spending by focal residents. When expenditures for local
retail and services is displaced by high payments for housing, the local
economy suffers, since it is much less likely that housing expenditures
will end up circulating back through the economy.

The National Housing Conference Center for Housing Policy studied
the impact of high housing costs on the expenditure patterns of moder-
ate and low mncorne families. The study found that when families must
spend more than 30 percent of their income for housing, they trade off
expenditures m several areas,

Tabie 8: Expenditure trade-offs in response to high housing costs

Farily housing burden
No housing cost burden
Moderate housing cost burden

High housing cost burden

Source: Lipman, 2005

Percent of income spent on

maost notably in transportation,
Table 8 shows the spending
patterns for three types of
households, grouped according

Houst Healthcare Clothi Transportation .
s s il to the burden of housing cost.
Less than 30% % 4% 3% (Lipman 2005)
3% 1o 50% 7% % 13% The data show two notable im-
50% % % 7% piications for a regional econ-

omy. First, those spending
more than 30 percent of their
income for housing are spend-

ing significantly less on transportation, which means they are buying
fewer cars and spending less on gas and maintenance at the local retail
level. Second, with fewer transportation resources, they will be depend-
ent on transit routes and therefore less likely to be part of the larger
regional labor pool.

A further impact of high housing expenditures is felt by state and local
government. Rents and mortgage payments are not subject to sales tax,
wheteas the retail sales most likely to be displaced by those payments
are taxable. Discretionary spending in the cconomy is an important
source of sales tax revenue, and high housing costs will cut into those
tax collections.

CONCLUSION

Housing does nol detve economic development for more than brief pe-
riods, but it does enabie, stahilize and sustain national. state and local
economies. The size of the housing construction and supply sector and
its huge emplovment base s, by itself, enough to swing economies,
The refationship between housing and economic development at the
state and regional level is, in many ways quite obvious, but also mad-
deningly difficult to quantify. Housing cost, availability and location
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are among a much wider series of vanables that individuals and em-
plovers consider when making personal and business decisions, and
evervone will make trade-offs a ittle bit differently.

Nonetheless, every employee needs to live somewhere they can afford,
preferablv in a home that meets their needs within a reasonable com-
mute distance and with convenient retail and other services nearby. A
well-housed employee is a more stable employee, and stable employees
are a necessity for a strong business climate.

Efforts to improve economic development and the business climate in
Washington State must recognize that, along with transportation, edu-
cation and the regulatory environment, the state’s housing stock has a
great influence on the health of the economic environment.
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$405,000 Median house price in King
County

By Elizabeth Rhodes
Seaitle Times business reporter

. . ) ) VE RINGMAN / THE SEATTLE TIMES

Ann Dickhoff's house purchase typifies a milestone in more  ann Dickhoff helped her son buy a

ways than one. three-bedroom North Seattle rambler
for $409,000. Paying $320,000 las:

Like many other parents of adult children, Dickhoff was year for a Greenwood-arca home for
her mother was a "wake-up call,

afraid her son would be priced out of homeownership in his 1y phofrsaid. for her and her
hometown. hushand about escalating house
PrICEs.

So last month she helped him buy a North Seattle rambler, e
gulping as she paid $409,000 — or $89,000 more than she Hamie prices climb

“ . ~ dot Ky ooty e b gl farindy hover Jrud pons
shelled out a year earlier for a nicer house half a block away. R nm i il Uil s e
cumds furie dEiRGed 113 peicont B Tishorniih Dby, sitie
Fxsnslpdressos: prtsars shradind FF 17 porosk, coveden, § 57 porsnd
sty g bk 8 Basr's piiad

In doing so, Dickhoff helped fuel the buver frenzy that's o i
pushed the median cost of King County single-family homes “&"f'w» p_ﬂ?f?%%iwww

past $400,000 for the first time.

Still, median prices in some neighborhoods are much higher TETETTITRYY (L TEETTVTE T
than that, seriously undercutting affordability and turning the = »esscsmn s s

hunt for a moderately priced home into blood sport.

March home-sales numbers were released Thursday by the ~ — ;
. . . o ¥ . Barchbamesals’ s wdons

Northwest Multiple Listing Service. They show the median  rumiPuget Som o aeros

closed price of King County single-family homes has shot Cusbssrs e Meiawicn ——

up almost 12 percent in the past year, reaching $405,000 last e |

month {and up from $392,950 in February).

While single-family median costs are lower in Snohomish,
Pierce and Katsap counties, all three posted higher one-year
appreciation than their more-populous neighbor. That's an
indication that housing demand throughout the central Puget
Sound area remains brisk. Median is the point at which half
the homes sell for more, half for less,

LTHY vhatEin TREEG

Dickhoff and her husband, Walton, an administrator for the National Oceanic and Atmospheric
Administration, had to pay $320,000 last year to snag a small Greenwood-area bungalow for her

http://seattletimes.nwsource.comy/cgi-bin/PrintStory.pl?document_id=2002916266&slug=ho... 5/4/2006
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mother. "That was our wake-up call," she said, to climbing
prices and the possibility that homeownership for her kids
was in jeopardy.

Indeed that's a sertous possibility for many residents,
according to Washington State University's Center for Real
Estate Research. Average-wage workers, in particular, are
susceptible to the double whammy of rising house prices and
rising interest rates.

In the past year, the average interest rate on a 30-year, fixed-
rate loan has climbed half a percentage point to 6.5 percent.

The WSU center's latest affordability index reveals that King
County buyers earning median wages have just 80 percent of
the income needed to afford a median-priced house, First-
time buyers have 45 percent.

In January, Ann Dickhoff, a nurse at Swedish Medical
Center, began hunting for a house to buy for son Paul, 21, a
cheese maker at Pike Place Market, to live in with
roommates. A real-estate agent warned her the first one she
bid on would sell for more than its $400,000 hist price.

So the Dickhoffs bid $416,000 — and added a $30,000
escalator clause in case a bidding war broke out.

It did, and they lost that house to a $450,000 all-cash offer.

That made clear to her that "the market was taking off, and if
we were ever going to buy something for the kids to live in,
we'd better make a move.”

They quickly did, landing for $409,000 a newly refurbished
1950s three-bedroom with a spacious new garage.

Still, if the market weren't so hot, "we wouldi't even have
looked at it," Dickhoff confided. The house is on busy
Greenwood Avenue North, and the street noise is significant.
Plus a newer townhouse development has consumed its
entire backyard.

Ironically, as buyers like the Dickhofls scramble to find a
house, the number of King County home sales has been
slipping. That usually indicates a cooling market.

That is the case in California and Florida, where sales are slowing down, according to the National

Association of Realtors.
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But not here, said Hil Jacobi Woed, owner of Windermere Real Estate.
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The Seattle Times: $405,000 Median house price in King County Page 3 of 3

"Sales are down, but listings are down,” Wood said, referring to the munber of King County homes an
L)
the market.

That squeeze tells the tale,

In March 2004, there were 7,156 homes for sale countywide. March 2005's inventory was 5,244
homes. This March recorded a further drop, to 5,100.

At the same time, the local economy is growing and employers are adding jobs, bringing more

¥ 15 growmg ] : . )
potential buyers to the area. So the competition for available homes is strong, Wood noted, and prices
are reacting accordingly.

King County's median for single-family homes "will stay over $400,000," she predicted. "There are
too many good jobs; it's too desirable a place to live for high-income people.”

Wood attributes much ot the home shortage to move-up buyers perceiving they have nowhere to
move up to. So instead they're staying put and remodeling.

Another factor is King County’s shortage of buildable land. That's limiting the number of new homes
and pushing builders into outlving counties.

All these factors are forcing some King County buyers "further out to get availability and
affordability,” said Lennox Scott, chairman and CEQ of John L. Scott Real Estate. "There just aren't
those two things close in.”

But as Wood points out, "you can go to Shoreline, you can go to Everett, you can go to Tacoma and
you can still buy a home as a first-time homebuyer and get a nice house.”

Buyers who stick it out, particularly within central King County, are finding intense competition,
multiple offers and no chance to negotiate.

"In the lower price ranges, if you find something that will work for you, generally you need to move
quickly," advised Jim Conlan, broker/manager of Century 21 North Homes Realty. That could mean
waiving financing and inspection contingencies, which Conlan says some buyers are doing, although
he doesn't recommend it.

Still, he doesn't expect buyvers to give up because "the ultimate American dream is owning vour own
I 2 g _ ’ e

place. And people see the longer they wait, the more it costs because properties are continuing to go

up in this market,” Conlan said.

Elizabeth Rhodes: erhodesi@seattletimes.com

Copyright 43 2008 The Seattle Tiwes Company
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The downside for rising home prices

By PETER CALLAGHAN
Tacoma News ¥Tribune
10-APR-06

Housing prices in the region saw another double-digit increase this past year. Whether you see thi
news or bad news might depend on one factor: whether you own your home or hot.

Homeowners seem to enjoy the breathiess stories about superheated real estate markets. Pierce
Wash., for example, saw an 18 percent increase in the median price in the last year. In King Coun
was 12.3 percent; in Thurston, 24.9 percent.

i's nearly always covered as good news. Apparently we all fesl that much richer, given that many
their persoral wealth tied up in their homes. We tell stories about how much houses in our neighb:
going for with a "can you believe it?" shake of the head. No matter when you bought _ last year or
_ it's worth maore now than it was then.

The news isn't so good for the folks who haven't been able fo buy a house because they're poor o
coming here from places where prices aren't so nulty. They certainly have a different reaction to i

A rising tide raises all boats, which is cool as long as you have a boat but not so cool if you're stan
beach.

A January poll by the Pew Research Center found that 25 percent of Americans thought housing ¢
“very big problem” facing the U.8. economy.

Meanwhite, 39 percent considered it a "big problem.” Not surprisingly, when broken down by incor
percent of those earning less than $30,000 considered it a “very big problem” compared to only 13
those earning more than $75,000.

No one wants the price of housing to stagnate or decline, not even those who have hopes of beco
But bad stuff results from repeated double-digit increases. At the risk of bringing everyone down, |

_ ltmakes it even more difficult for people to buy homes. Despite lottery advertising, the Amarican
winning the lottery, it's owning your own home.

But the Washington Center for Real Estate Research at Washington State University reports that 1
buyers sarming median wages in Pierce County have ust 61 percent of the income needed to affo
median-priced house.

In King County, that buyer has just 45 percent of the income needed; in Thurstan, 67 percent. Jus
earlier, the numbers were 92 percent in Pierce, 82 percent in King and 91 percent in Thurston.

_ ltmakes current buyers less likely to move up. While that's good for remodeiers, it's not so good
estate agents or for the younger buyers who want that starter home you decide 1o stay in rather th
contributes to a shortage of listings that puts even more upward pressure on prices.

5/5/2000
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__tt contributes fo sprawl. New buyers, often young families, are more likely to find affordability in 1
subdivisions,

it chases children out of cities. It is not a new phenomenon that married couples head for the sul
they have children. But it is getting worse, contributing o decliming student populations in districts
Tacoma and Seattle, where schools must be closed while new schools are built in the suburbs.

The 2000 Census showed Seattle had the lowest percentage of children of any large city in the na
by Boston, Denver and San Francisco _ afl high-priced real estate markets. In 1960, kids made ur
of the poputation. in 2000, it was less than 15 percent.

W makes it more difficult to pass school levies. Higher values lead to higher taxes for a lot of owr:
some take it out on schools. The last time there were a high number of double-levy failures was 1
after the last real estate bubble.

it contributes to property tax inequities. When housing values increase more rapidly than other p
result is a shift in tax burden to homeowners.

int 1988, the share of property taxes paid by owners of commercial and industrial property was 48.
2004, it was 34 percent. The shift has been steady, but worsened during the residential real estate
1980. .
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